
Capital Appreciation 
Equity ETF (TCAF): 
Exploiting market 
inefficiencies and the early 
success of an active ETF

	— Celebrating one year in June, TCAF hit $1.6 billion in net assets, showcasing the 
early success of this active management strategy.

	— By avoiding companies with poor management or poor capital allocation, TCAF 
seeks to enhance portfolio performance.

	— David Giroux and his team favor companies in areas such as health care and 
utilities for their defensive qualities against a backdrop of uncertainty in markets.
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H ow do you make an S&P 500 
Index-focused exchange-traded 

fund (ETF) significantly better? As Portfolio 
Manager David Giroux explains, he believes 
the answer is active management. 

Giroux manages the recently launched 
Capital Appreciation Equity ETF 
(ticker: TCAF), which just celebrated its 
one‑year anniversary on June 14, 2024. 
Although the ETF is still new, it shares a 
common investment philosophy with the 
long-established Capital Appreciation 
Fund, which Giroux also manages. The 
ETF has enjoyed significant popularity, with 
$1.6 billion in net assets as of June 7, 2024.

Giroux explains the thinking behind 
combining the benefits of an ETF with 
T. Rowe Price’s signature skill in active 
management. “We wanted to create a 
product we thought was clearly superior 

to an S&P 500 Index fund or ETF,” he 
explains. To do that, he outlined three 
specific goals for TCAF:

	— Outperform the market on a consistent, 
yearly basis

	— Manage the portfolio to be less risky 
than the market

	— Offer more tax efficiency than an 
S&P 500 Index strategy

A peek inside the strategy

How does Giroux expect to deliver these 
benefits consistently while still keeping 
ETF costs low? He points to a systematic 
approach to active management. He 
and his team have identified company 
characteristics that they associate with 

stock underperformance, and identified 
every stock in the S&P 500 that exhibits 
one of six “fatal flaws,” including poor 
capital allocation and poor management 
teams. It turns out, there are a lot of 
them—as many as 375 of the total 500. By 
excluding these companies, the team can 
build a portfolio of around 95 to 105 stocks 
that they believe will have the potential for 
outperformance.

“We can create a lot of alpha (that is, 
outperformance of the benchmark) simply 
by avoiding those companies,” says 
Giroux, while S&P 500 Index investors 
have no choice but to keep them in their 
portfolio. Another TCAF advantage—
thoughtful risk management. In Giroux’s 
view, there’s a lot of downside risk in 
leaving your portfolio on autopilot.
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In terms of market positioning, equities 
are currently expensive due in part to an 
AI-led rally. And Giroux recognizes that a 
heightened appetite for risk has resulted 
in high-beta (risk) stocks within the S&P 
500 significantly outperforming their 
lower-risk counterparts. TCAF, structured 
to be 3% to 6% lower in beta than the 
broader market, did not thrive in such 
an environment. However, he remains 

confident that as the market shifts back 
to valuing corporate fundamentals, our 
long-standing investment philosophy 
will have the potential to yield favorable 
results. Although contrarian investing 
is challenging, Giroux believes that 
maintaining a long-term perspective rather 
than chasing immediate gains allows the 
fund to exploit market inefficiencies and 
create shareholder value. 

Watch the discussion to learn more about 
the TCAF strategy as well as Giroux’s views 
on key market topics, such as:

	— Artificial intelligence

	— GLP-1 weight loss drugs

	— The importance of capital allocation as a 
determinant of quality businesses
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https://www.troweprice.com/personal-investing/resources/insights/investment-implications-of-generative-ai.html
https://www.troweprice.com/personal-investing/resources/insights/new-diabetes-and-obesity-drugs-show-promise-for-patients-and-investors.html


Additional Disclosure
Investment Risks: The fund’s value and growth investing styles may become out of favor, which may result in periods of underperformance. The fund 
is “ nondiversified ,” meaning it may invest a greater portion of its assets in a single company and own more of the company’s voting securities than is 
permissible for a “diversified” fund. The fund’s share price can be expected to fluctuate more than that of a comparable diversified fund.
ETFs are bought and sold at market prices, not NAV. Investors generally incur the cost of the spread between the prices at which shares are bought 
and sold. Buying and selling shares may result in brokerage commissions which will reduce returns.

Important Information

Call 1-800-225-5132 to request a prospectus or summary prospectus; each includes investment objectives, risks, fees, 
expenses, and other information you should read and consider carefully before investing.
This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular 
investment action.
The views contained herein are those of the authors as of July 2024 and are subject to change without notice; these views may differ from those of 
other T. Rowe Price associates.
This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice 
of any kind, or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into 
account the investment objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before 
making an investment decision.
Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy.
Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. 
All charts and tables are shown for illustrative purposes only.
T. Rowe Price Investment Services, Inc., distributor T. Rowe Price mutual funds and ETFs.
© 2024 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, 
trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an 
evolving world, bringing our dynamic perspective and meaningful partnership to clients 
so they can feel more confident.


